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Abstract:  

The main objective of this study is to examine the effects of market penetration (MP) and 

market development (MD) on the performance of manufacturing based SMEs in Nigeria. 

Data were collected from the owners-managers operating in the North West region of Nigeria 

using a cross sectional research design. The study distributed 453 questionnaires and 

collected 329. 277 questionnaires were used for the final analysis using PLS-SEM to test the 

hypotheses. The study found that MP and MD influenced the performance of manufacturing 

based SMEs of Nigeria. The finding shows that MP and MD will improve a firm’s 

accessibility to more customers and increase market segments. Therefore, the finding of this 

study provides important insight to owners-managers, policy makers and researcher to further 

understand the impact of growth strategies on firm performance. It is also important to note 

that higher concentration on MPS may result excessive competition. While over 

concentration on MD may enhance innovations and reduce cost of operation.   
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1.0 Introduction  

 

SMEs are now considered to be the trend of economic development, receiving full scholarly 

attentions from both academics and professionals because of its role in the economic 

development (Laukkanen et al., 2013). For example, the Small and Medium Enterprises 

Development Agency of Nigeria and United Nation Industrial Development Organization 

(SMEDAN, 2012; UNIDO, 2016) confirmed that in most economies SMEs constitute the 

greater part of the business enterprises and responsible for most of the employment creation, 

in most of the economies SMEs account for one to two thirds of the private sector. 

Specifically, SMEs play a crucial role in increasing economic growth and development, 

ranging from employment creation and poverty reduction, creating youth innovation, 

improves export earning, increase raw material, boost capacity utilization, provides job 

opportunities and improve gross domestic product (GDP) (Abiodun, 2014; Lawal et al., 2014; 

SMEDAN and NBS, 2012, 2013),  

 

especially, the manufacturing based SMEs. Therefore, the significance of manufacturing 

based SMEs to economic growth and development of any country cannot be over 

emphasized. However, SMEs in both developed and developing economies are faced with 

many constraints and barriers such as lack of competitiveness, inadequate strategies, massive 

importation, lack of access to market and market expansion (Uchegbulam et al., 2015). Thus, 

the poor performance of manufacturing based SMEs is a major problems in most of the 
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developing nations (Arend, 2013; Uchegbulam et al., 2015). Recently, the Nigeria’s 

manufacturing based SMEs contributes less than 5% in 2014 (FinIntell, 2014). Accordingly, 

about 90% of SMEs where constantly competing locally in a single market, only 16% are 

able to market their products across Nigerian markets, and only 0.34% are able to reach 

ECOWAS markets, while only 0.01% have access to World market (NBS and SMEDAN, 

2012). SMEs in developing nations are unable to compete effectively in both domestic and 

international market. 

Previous studies have shown the impact of market penetration strategy and market 

development strategy on competitiveness and competitive advantage, which will lead to 

better performance (Hussain et al., 2013; Tell, 2012). Therefore, this study is aim at 

investigating the effect of market penetration strategy and market development strategies on 

the performance of manufacturing based SMEs in Nigerian. These strategies are firm 

resources that are rare, valuable and difficult to imitate and or substitute. 

2.0 Literature review and Hypothesis Development 

2.1 SME performance 

Performance is one of the fundamental beliefs in management studies. Firms are measured 

based on their firm performance (Prajogo and Sohal, 2006). Effective performance is 

influenced by the capabilities of managers implementing strategies that improves competitive 

advantage (Porter, 1991). Therefore, firm performance is established by managers ability to 

compete efficiently and effectively in their environment, which will provides them with 

superior and justifiable financial and non financial performance (Otley, 1999). Actually to 

achieve greater performance, firms must have to develop strategies that will continue to give 

them the strength to sustain competitive advantage over their rivals.  

The resource based view (RBV) perception has revealed strategic resources that can influence 

the success or failure of a firm such as capabilities, marketing, experience, employees and 

other functional strategies (Barney, 1986; Spillan and Parnell, 2006). Barney, (1991) 

ascertained that the ability of firm strategic resources to improve profitability, growth, 

learning and survival are fundamentals of business existence, combining them in any attempt 

to measure manufacturing based SMEs cannot be uncertain. In line with Kaplan and Norton 

(1996) has provides a combination of good coverage of firm performance called balance 

scorecard.  

2.2 Market penetration Strategy (MP) 

Market penetration strategy is a concept developed by Ansoff (1957) as one of the 

fundamental strategies for firm to grow and survive in a competitive environment. Though 

the concept has been describe in different strategies, such as growth strategy and business 

generic strategy (Mintzberg, n.d.). MP is the first strategy in which a firm focus to increase 

sales and enhance its existing and potential market share over their competitors (Hussain et 

al., 2013). Firm’s following this strategy focuses to achieve market competitiveness by 

having sustainable competitive advantage (Hutzschenreuter, et al., 2014).  

However, Han, Dong, and Dresner (2013) acknowledged that implementing MP might create 

opportunities for SMEs to regain back their strength. Since the firm performance is on the 

quality of sales from customer loyalty, where the revenue generated can be use to promote 

the product position in the market (Hussain et al., 2013). The focus is to improve sales on the 

existing customers or new users that may fit the firm’s target market. Therefore, MP aiming 

to make bigger sales with no change in the product or market, emphasizing on promotional 

techniques to enhance competitive advantage over rivals (Uko and Ayatse, 2014). The 

argument here is to provide a concept that will give opportunities for manufacturing based 
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SMEs to implement MP to enhance their performance. For instance, MP have played an 

important role in promoting of homogeneous products and services which in turn improve 

firm performance. Therefore, based on above views the study hypothesis that: 

 

H1: Market penetration strategy is significantly related to SME performance. 

2.3 Market Development Strategy (MD)  

Market development strategy (MD) is a firm’s strategy that focuses on the maturity of firm’s 

products in the current markets. MD emphases to improve the firm’s level of revenue via 

exploring their existing products to the new markets (Hussain et al., 2013). Leitner, (2014) 

MD has become significant due to the market globalization, MD has been gaining acceptance 

for SMEs in the industrialized nations. This strategy will help SMEs in the developing 

economies to enhance their competitiveness towards approaching new market dynamics and 

improve their existing product, which will provide them the basis of achieving competitive 

advantage (Leitner, 2014). In a situation where a firm gets matured in its current markets, 

they attempt to find new markets for their current products. Therefore, MD is a prime strategy 

in which firms expands its products and elaborates the scope of its business operations by 

discovering new market segments (Mintzberg, n.d.). On the other hand potential customers 

can be found in new geographical segments, demographic, psychographic segments or 

institutional segment (MPS, 2015). The purpose of the MD is to provides the firm with an 

utmost competitive advantage over their competitors, through ‘market facilitation’ to enable a 

firm understanding the connection between ‘market intelligence, market intervention and 

market structure’ (Brent, 2014). Leitner (2014) studied strategy formation in market 

development and product development strategy of the market domain in SMEs, argued that 

MD is very important strategy for SMEs, owner-managers should use strategies that are more 

focus on their growth, in order to enhance their performance. Therefore, based on above 

views this study hypothesis that:  

   

H1: Market Development strategy is significantly related to SME performance. 

2.4 Research Framework 

Below illustrates the relationship between MPS, MDS and SME performance.  
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3.0 Methodology 

3.1 Sample and data collection 

The population of this study consist of 1,814 manufacturing based SMEs registered with 

agencies such as CAC, MAN and SMEDAN as of 2012 in North West of Nigeria (NBS and 

SMEDAN, 2012). The states include; Kaduna, Kano and Sokoto State. About 77.8% of the 

SMEs’ are located in these states with total number of 1,420 manufacturing based SMEs. 

Despite the higher number manufacturing based SMEs and the economic activities, the region 

has the highest number of unemployment in the country (NBS Abstract Report, 2012). The 

sample of this study is 302 manufacturing based SMEs, obtained from Dilliman formula 

similar to sampling table (Dillman, 2007; Sekaran and Bougie 2013). The sample was 

increased to 453 to avoid sample size error and nonresponse issues (Bartlett et al., 2001). 

Finally, the total of 453 were propotionately devided based on the number of SME from each 

state Kaduna = 87, Kano = 312 and Sokoto = 54 samples. The study retrieved 329 (73%) 

quesstionnaires, 26 quesstionnaires were rejected as found to be wrongly filled and left with 

303 (67%). SPPSS V23 was used for the data entry and screening, 17 items were replaced for 

the missing data, and 26 cases were deleted for univeriate outlier as recommended. Leaving 

277 (61%) cases for final analysis.  

3.2 Measurement 

Firm performance in this study is regards as dependent variable. For this reason the study 

adapted the performance measures with regards to effective decision with regards to financial 

and non-financial performance as validated by (Spillan and Parnell, 2006) the measures have 

ten items and seven-likert scale is used, and the measurement will directly capture how firm 

owner/managers view their general performance. 

Market Penetration and Market development are measured as indepedent variable in this 

study. Both the MP and MD were used to measure firm’s strategies, adapted the items 

developed by Slater and Olson (2001) and found to be reliable. The measures have six items 

each and seven-likert scale is used, and the measurement will directly capture how firm 

owner/managers strongly view of strategies towards their market growth in response to their 

performance. 

4.0 Results and discussion 

4.1 Demography of Respondents 

The profile of respondents. The descriptive results revealed that 35% of the respondents are 

managers, while 26.7% and 20.9 are owners and CEO respectively. About 70% are male, 

while 30% are female. With respect to educational background about 34.7% have degree, 

while 30% have ND or NCE, while 19.9% have SSCE, 14.8% have master degree and 0.7% 

have PhD. The form of business ownership, the analysis indicates 40.8% are partnership; 

24.5% are sole proprietorship; 26% are limited liability firms, while 8.7% are joint venture. 

The analysis shows most of the SMEs operating are medium enterprises with an average of 

57.8%; about 42.2% are small firms based the number of employees.  As to the location of 

business, Kano=67.5%; Kaduna=19.9% and Sokoto=12.6%. Years of operation the results 

indicates that 39.4% of the SMEs operating are between 1 to 5 years; 21.3% are between 6 to 

10 years. Only 18.1% are between 11 to 15 years. Final question is regards to business stage, 

the analysis revealed that 41.9% are in their growth stage; 28.1% are at the introduction stage; 

23.8% at maturity stage, while 5.4% are at declining stage. Which indicates that the majority 

of manufacturing firms operating in Nigeria are at their growth stage.          
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4.2 Measurement Model Analyses  

The study confirmed the construct validity, Henseler et al., (2009). It started by measuring the 

convergent validity and reliability, pursued to discriminant validity. Table below presents the 

internal consistency reliability. As a rule of thumb, construct validity is to ascertained if the 

loadings are greater than 0.7; composite reliability is greater than 0.7; average variance 

extracted is greater than 0.5 (Hair, Hult, Ringle, and Sarstedt, 2014; Henseler, Ringle, and 

Sarstedt, 2014). 

 

 

Table 1. Result of Measurement Model (Reliability and Validity) 

Constructs Items Loadings CR AVE 

Market Penetration 

MP_3 0.65 

0.75 0.50 MP_4 0.76 

MP_6 0.71 

Market Development 

MD_1 0.81 

0.82 0.53 
MD_2 0.72 

MD_3 0.61 

MD_4 0.76 

Firm Performance 

FP_1 0.82 

0.83 0.55 
FP_2 0.81 

FP_3 0.70 

FP_5 0.63 

 

Thus, 3 item deleted from MP, 2 items from MD, and 6 itmes from FP were deleted in order 

to meet the threshold of CR and AVE 0.7 and above, and 0.50 and above respectively (Hair et 

al., 2014; Henseler et al., 2014). As the values of CR in this study range between 0.75, to 

0.83, indicates the reliability of the measurement model. However, the AVE values range 

from 0.50 to 0.55, which indicates the convergent validity is established.  

In this study, discriminant validity was assessed by comparing the square root of the AVE for 

each construct with the correlation presented in the correlation matrix. Table 2 below presents 

the results of the Fornell-Larckert. This is further supported by the result of HTMT 

assessment in Table 3, such that discriminant validity is established with HTMT0.90 (Henseler 

et al., 2014). 

 

Table 2. Discriminant validity (Fornell-Larckert) 

Constructs 1 2 3 

Market Penetration 0.71 

  Market Development 0.51 0.73 

 Firm Performance 0.50 0.51 0.74 

 

Table 3. Discriminant validity (HTMT) 

Constructs 1 2 3 

Market Penetration 

   Market Development 0.85 

  Firm Performance 0.83 0.69 
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4.3 Hypotheses Testing and Results 

This study examines the relationship between market penetration and market development on 

the firm performance of manufacturing based SMEs in Nigeria. The interpretation of the 

hypotheses results is summarized in Table 4. The H1 result indicates that there is a significant 

effect between market penetration and firm performance (Beta=0.32; t=5.67; p<0.05). Thus, 

the hypothesis H1 is supported. Similarly, the hypothesis H2 reveals that there is significant 

effect between market development strategy and firm performance (Beta=0.35; t=6.15; 

p<0.05) and the result is consistent with the findings of Hussain et al. (2013) and Leitner 

(2014), therefore, the hypothesis H2 is supported. This indicates that market penetration and 

market development has significant influence on the performance of manufacturing firms in 

Nigeria. 

 

Table 4. Structural Model (Hypotheses) 

Relationship (H1 and H2) Beta STD Error T Value 

Market Penetration -> Firm Performance 0.32 0.06 5.67*** 

Market Development -> Firm Performance 0.35 0.06 6.15*** 

***p < 0.001; **p < 0.05; *p < 0.01 

 

The study also assessed the effect size f
2
 to confirm the level of contribution from each 

construct on the main construct (R
2 

value). Table 5 below presented the assessment of the 

total effect size f
2
. In consistent with the rule of thumb for f

2
, the effect size for the MP 

relationship can be considered as small the f
2
 is 0.12; MD effect size the relationship can be 

interpreted as small the f
2
 is 0.13 (Cohen, 1988).   

 
Table 5. Total Effect Size (f

2
) 

Constructs 

 

R2 f
2
 Effect Size 

Firm Performance Included 0.34 
 

 Market Penetration Strategy Excluded 0.26 0.12 Small 

Market Development Strategy Excluded 0.25 0.13 Small 

 

The predictive relevance was assessed using blindfolding procedure, to confirmed the Q
2
 is 

greater than zero (Hair et al., 2014). Table 6 below presents the predictive relevance, which 

indicates the predictive relevance of the model, is established were the Q
2 

values achieved 

0.17.   

 

Table 6. Predictive Relavance 

Total SSO SSE Q² (=1-SSE/SSO) 

Firm Performance 1,108.00 917.30 0.17 

 
5.0 Conclusion 

The main objective of this study is to investigate the effects of MP and MD on the 

performance of manufacturing based SMEs in Nigeria. This study found empirical evidence 

of positive significant effect of MP on firm performance. Similarly, MD was found to have 

positively influences on the performance of manufacturing based SME in Nigeria. Hussain et 

al., (2013) investigated the effect of market penetration and market development on firm 

growth in Pakistan fast food industry and found positive significant effect on firm growth. 

The results of the present study has shown the importance of MP and MD on the 

manufacturing based SMEs of Nigerian as an emerging economy. 
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Therefore, the study highlights the importance of manufacturing based SMEs to possess MP 

and MD, as the firm performance can be achieved. In the context of Nigeria, the 

manufacturing based SMEs need to have MP and MD to identify more opportunities to 

improve their competitiveness and achieve greater performance. 

5.1 Managerial and Theoretical Contributions      

It is obvious that empirical evidence was established, in which MP and MD generally 

contributes to the performance of manufacturing based SMEs. Therefore, the owners, CEO 

and managers need to understand the magnitude of MP and MD in improving their firm 

performance. MP and MD are confirmed to increase firm’s market share, which directly 

increases the financial outcome and improve firm’s general performance. Therefore, to 

increase firm performance, manufacturing based SMEs needs to have better knowledge and 

information of their competitors, customers and markets to enhance their competitiveness and 

achieve greater performance. However, this study adds further knowledge on the importance 

of MP and MD in predicting firm performance. Also the study contributes to the RBV by 

providing empirical evidence to support the assertion of the theory. Thus, MP and MD are 

considered as firm’s resources.  

5.2 Limitations and suggestion for future Studies 

First, the data used in this study based on a single data of a single sector as well as single 

country; caution has to be taken when generalizing the findings to other non developing 

countries. While future researchers, should consider investigating from other regions in the 

country and different sub-sector. Thus, second limitation of this study is related cross 

sectional. A longitudinal study is suggested. Finally, the study examined the effects of MP 

and MD on the performance of manufacturing based SMEs in Nigeria. Thus, the independent 

variables tested in this study were limited to manufacturing based SMEs performance. Other 

firm strategies, such as product development strategy, diversification strategy can be use to 

extend the framework proposed in this study. 
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